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THE FINANCIAL PLIGHT OF OUR LOCAL GOVERNMENTS 


UR cities, counties, and other local taxing bodies are in a dilemma. 
They need increased revenue in order to provide the increased services 


which the public is demanding, but each increase in local taxes has the 
tendency to drive people, industry, and commerce to other areas. 


The services which individuals are demanding from these governments are 
expensive, and are becoming more so year by year. The table below shows a 
comparison of city, county, school district, and special district expenditures 
in 1958 compared with the same types of expenditures 31 years earlier. The 
1958 figures are the last available. There was an increase of $23.6 billion 


(405°0) from 1927 to 1958. Part of this was due to the change in the purchasing 
power of the dollar. If, however, we deflate the 1958 expenditures to the 1927 


level by the Consumer Price Index, we find that the real increase in expendi- 
tures is high -- 204%. 
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Health and hospitals 

Natural resources 

Sanitation 

Local parks and recreation 
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Nonhighway transportation 
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*In “Other and unallocable ” 
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In 1927, the main source of revenue was the property tax, accounting for 
73.9 percent of the general revenue obtained. This included both real and per- 
sonal property. As local government expenditures increased, new sources of 
revenue had to be found, property tax rates had to be raised or property as- 
sessments had to be increased to bring in the needed revenues. All three were 
resorted to by local governments. There is a limit, however, on how much of 
the burden of local government expenses can rest on property alone. 


A tax on land and improvements tends to lower the value of real estate. 
Anything which increases the monthly cost of ownership to the home owner 
restricts the market. Income property is particularly sensitive to anything 
which decreases net income. The decision to construct new improvements is 
determined by the difference between the cost of the project and the current 
capitalized value of the income stream to be expected from such an improve- 
ment. A decrease in the capital value of improvements due to higher property 
taxes will decrease the difference between cost and capital value. This will 
reduce the incentive for new construction. 


There are three events signalling an excessive property tax. These were 
brought out by Gordon D. MacDonald and Rosalind Tough in an article on prop- 
erty taxation in New York City in 1955: 


1. Business does not move into the city and tends to relocate elsewhere. 
2. The tax so adversely affects income from property that values fall. 


This is especially true when there is rent control and the tax cannot be passed 
on to the tenant. 


3. Substandard properties develop because taxes have so reduced net in- 
come that proper maintenance becomes impossible. 


In spite of these known economic effects of high property taxes on housing, 
industrial locations and property values, local governments have continued to 
get an increased amount of dollar revenue from property taxes. It can be seen 
from the chart opposite, however, that although the absolute amount of taxes 
has increased since 1927, property taxes have been providing a smaller pro- 
portion of the increased revenues needed by local governments. (In 1927, 73.9 
percent of local general revenue was obtained from the property taxes. By 
1958, only 48.9 percent was obtained from this source.) Today almost all 
property taxes in the United States goto local governments. In 1958, local 
governments collected 96.2 percent of all property taxes. 


The rest of the increase in general revenue to meet increased expenditures 
was obtained from new sources of revenue. In some States, local govern- 
ments have been forced to other sources of revenue by State limitations on the 
property tax rate. The following specific revenue sources have been used by 
local governments: retail sales tax, municipal income tax, gross receipts 
business licenses, municipal admissions tax, gasoline tax, and specific 
charges from services such as garbage collection. There have also been in- 
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creases in grants and other aid from the State and Federal Governments. 
I believe that these grants will eventually bring excessive control of local 
affairs by the State and Federal Governments. 


Some municipalities have not resorted to these new sources of revenue. 
As a result, property tax increases in these local areas have been much great- 
er than the national average. For example, in 1958 the property tax rate in 
Boston, Massachusetts, was $93.00 per $1,000 assessed valuation. In a sur- 
‘vey which Roy Wenzlick & Co. made in 1958, the real property tax load per 
family was higher in Boston than in any of the 92 other cities studied. The 
real property tax load was $564.74 per family in Boston compared with a me- 
dian of $250.56 for all cities in the study. It was announced recently that the 
1959 real property tax rate in Boston will be $101.20, and that there will be a 
hike of at least $3.50 more in 1960. Boston gets 64.5 percent of its general 
revenue from property taxes. For cities over 25,000 in population the prop- 
erty taxes averaged only 46.5 percent of general revenues. 


Let us suppose that property taxes for 1959 and 1960 will provide the same 
percentage of the general revenue that they have in 1958 -- 48.9 percent. This 
is not far wrong, since the percentage was 49.2 in 1957, and 48.7 in 1956. 
Suppose also that expenditures will increase at the same rate each year that 
they did from 1957 to 1958 -- 10.5 percent. If we consider that inflation re- 
duces the purchasing power of the dollar 2 percent per year, we still are going 


Local Government Finances In Selected Years 









































to get an increase in property taxes in real terms. We should expect an in- 
crease of 7 to 11 percent in property taxes each year for 1959 and 1960. 


Recently the president of the Society of Industrial Realtors, Howell H. 
Watson, said, “The Society of Industrial Realtors is of the opinion that State 
and local taxes have become an important consideration to industry in selecting 
areas in which to locate. 


“Traditional attitudes on this question have been completely outmoded in 
recent years by the colossal growth in the tax burden. The State and local tax 
structure influences not only industries considering specific areas in which to 
locate, but also may be a deterring factor in the expansion of local industries 
by destroying incentive and undermining their financial ability to expand.” 


Unlike the income tax, property taxes were not intended to be progres- 
sive -- that is, the rate should not increase as the number of dollars increas- 
es. Unfortunately, however, in many cities, commercial and industrial prop- 
erties are assessed at a higher percentage of value than residential properties. 
In some cities, commercial properties are assessed at very close to their ac- 
tual value, industrial properties at probably half to three-fourths of their val- 
ue, and residential properties at one-third of their value. In almost all States 
this is in contradiction to the provisions of the State constitution, but the politi- 
cal considerations in many of these cities are such that it will be very difficult, 
aside from court directives, to change this practice. The owner of a commer- 
cial building has only one vote. If his property were assessed at the general 
average of the city, the average householder ’s assessment, as a percentage of 
fair market value, would have to be increased. There are many householders 
and they have many votes. 


This overloading of assessments on commercial and industrial properties 
is unfair from another angle. Homer Hoyt, in a study he made of Evanston, 
Illinois, attempted to compute the average cost of servicing dwelling units in 
single-family homes, and in 2-, 3-, and 4-family apartment buildings, in contrast 
with the taxes paid by these units. He found that the average amount received 
was $275.62, while the average expense in municipal services amounted to 
$307.47, or a loss of $31.85 per unit. The industrial and commercial areas 
yielded a surplus in property taxes over the cost of the public services to those 
areas that offset the deficit from residential properties. The Urban Land In- 
stitute found this to be true in six other cities where figures were available. 


It seems to me that there is nothing which can be done to prevent further 
increases in real estate taxes. If we stop expecting Government to actasa 
nursemaid, these increases will be small. If, on the other hand, we continu- 
ally expand the functions of Government, these increases will be greater than 
real estate can bear. 














